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FISCAL ANALYSIS 
 
 
Description 
 
The bill would allow individual income tax filers to take a subtraction from income of up to $2,000 for individual filers and 
$4,000 for joint filers for their child’s K-12 educational expenses.  The filer must be a parent of a student who is in public, 
private, or a home school.  Educational expenses that may be subtracted under the bill include “educational materials and 
supplies, computer hardware to be used in the student’s home, textbooks, educational computer software, and fees for regular 
and extracurricular activities or instruction.”  
 
Estimated Impact 
 
The bill would result in an estimated General Fund revenue loss of $(15.7) million in FY 2009 if all filers took their 
qualifying subtraction.  The impact is difficult to estimate with certainty and will ultimately depend on both the level of 
qualifying expenses and the usage of the income subtraction.  The estimated $(15.7) million revenue loss includes reductions 
of $(8.9) million, $(6.4) million, and $(0.4) million from parents of public, private, and home schooled pupils, respectively.    
 
The Arizona Department of Revenue does not have a fiscal impact estimate for this bill. 
 
Analysis 
 
The fiscal impact of the bill would depend primarily on the following factors: 1) total qualifying expenses for all school age 
pupils statewide, 2) the percentage of qualifying subtractions actually “claimed” by filers, and 3) the average tax rate for 
participating filers.  This analysis assumes that eligible parents typically would have a state marginal income tax rate of 3.5% 
under Arizona law, as Arizona individual income tax rates currently range from 2.59% to 4.54%.  It assumes, however, that 
levels of qualifying expenses per pupil and participation rates among filers could vary depending on whether filers had 
children in public school, private school, or home school, as described below.  
 
Public School Pupils 
Public schools currently serve approximately 1,060,000 children according to Arizona Department of Education (ADE) data.   
The National Retail Federation reports that an average of about $200 is spent per child nationally on “back to school” items 
such as electronics or computer related equipment and school supplies.  This implies that parents of public school students 
potentially could subtract up to $212 million from their Arizona taxable income under the bill (1,060,000 public school pupils 
X $200 per pupil = $212 million).   
 
If a subtraction from income was claimed for all of these expenses, state income tax collections would decrease by 
approximately $7.4 million under the bill ($212 million X 3.5% assumed average tax rate = $7.4 million).  Even at this 
maximum assumed level, however, parents typically would save only $7 per child, which might not induce most parents to 
do the recordkeeping needed to take the new subtractions ($7.4 million / 1,060,000 public school children = $7 tax saving per 
pupil).  Therefore, the actual reduction would depend on the percentage of parents actually taking the subtraction, which is 
unknown.   
 
 
 
 

(Continued) 



Parents of public school students potentially spend more than $200 per year on qualifying expenses, such as extracurricular 
fees.  In FY 2007, for example, a total of approximately $43 million was claimed for the existing public school extra-
curricular activity fee tax credit, which is unaffected by the bill.  The bill does not preclude a filer from taking both the credit 
in addition to the subtraction.  This would decrease General Fund collections by approximately $1.5 million ($43 million X 
3.5% assumed average tax rate = $1.5 million), for a total General Fund collection loss of $8.9 million for expenses related to 
public school pupils. 
 
 
Private School Pupils  
The National Center for Education Statistics reports that approximately 46,400 students attended a private school in Arizona 
in the 2003-2004 school year (latest data available).  The average tuition cost for these students was approximately $4,400 in 
FY 2005 according a survey conducted by the Goldwater Institute (also latest data available).  This suggests that combined 
tuition costs for all private school pupils statewide currently equal roughly $210 million (46,400 pupils X $4,600 assumed 
average tuition cost for FY 2009 = $213 million).  Approximately $50 million of that total, however, is assumed to be funded 
with scholarships from school tuition organizations (STO’s) and other entities under this analysis, for a net statewide out-of-
pocket tuition cost of roughly $160 million.  (For FY 2007, the Arizona Department of Revenue reports that $51.0 million 
was contributed to STO’s statewide, which must use at least 90% of their revenue for scholarships.)  Based on anecdotal 
evidence, this analysis assumes that parents of private school pupils also spend roughly $23 million statewide ($500 per 
pupil) for other items that would qualify for income subtractions under the bill, such as school uniforms, textbooks, fees, 
computers and software.  These items, plus tuition costs, therefore, would provide $183 million in estimated subtractions 
under the bill ($160 million for tuition + $23 million for other qualifying expenses = $183 million).   
 
If the entire $183 million amount was subtracted from income by parents of private school pupils, Arizona individual income 
tax collections would decrease by approximately $6.4 million ($183 million X 3.5% average assumed tax rate = $6.4 
million).  The actual reduction would depend on the percentage of parents actually taking the subtraction, which is unknown.  
The average potential savings is estimated at $138 per pupil ($6.4 million total potential subtraction / 46,400 pupils = $138 
per pupil), however, which is substantially higher than the estimated average $7 savings per pupil for public school pupils 
described above.  Parents of private school pupils, therefore, would be expected to take the new subtraction from income 
under the bill at higher rates than parents of public school pupils.   
 
Home School Pupils 
Available data suggest that there are approximately 20,000 home schooled students in Arizona.  A study from the National 
Home Education Research Institute indicates that the average cost to home school a student is around $550.  This suggests 
that parents of home schooled students statewide could subtract up to $11 million in education related costs from their 
collective taxable income under the bill (20,000 home schooled pupils X $550 = $11 million).  If the entire $11 million 
amount was subtracted from filers’ income, Arizona individual income tax revenues would decrease by approximately 
$385,000 ($11 million X 3.5% assumed average tax rate = $385,000).  This would give parents of home schooled pupils a 
savings of approximately $19 per pupil ($385,000 statewide tax savings / 20,000 pupils = $19), which is similar to the $14 
average savings per pupil estimated above for public school pupils.  Again, the actual reduction would depend on the 
percentage of parents actually taking the subtraction.   
 
 
Local Government Impact 
Each year, incorporated cities and towns receive 15% of income tax collections from 2 years prior.  The bill would reduce 
individual income tax collections in FY 2009 by an estimated $(15.7) million; therefore, the corresponding distributions to 
local government will be reduced by 15%, or approximately $(2.4) million, beginning in FY 2011.   
 

3/4/08 



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.7
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /sRGB
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
    /Arial-Black
    /Arial-BlackItalic
    /Arial-BoldItalicMT
    /Arial-BoldMT
    /Arial-ItalicMT
    /ArialMT
    /ArialNarrow
    /ArialNarrow-Bold
    /ArialNarrow-BoldItalic
    /ArialNarrow-Italic
    /ArialUnicodeMS
    /CenturyGothic
    /CenturyGothic-Bold
    /CenturyGothic-BoldItalic
    /CenturyGothic-Italic
    /CourierNewPS-BoldItalicMT
    /CourierNewPS-BoldMT
    /CourierNewPS-ItalicMT
    /CourierNewPSMT
    /Georgia
    /Georgia-Bold
    /Georgia-BoldItalic
    /Georgia-Italic
    /Impact
    /LucidaConsole
    /Tahoma
    /Tahoma-Bold
    /TimesNewRomanMT-ExtraBold
    /TimesNewRomanPS-BoldItalicMT
    /TimesNewRomanPS-BoldMT
    /TimesNewRomanPS-ItalicMT
    /TimesNewRomanPSMT
    /Trebuchet-BoldItalic
    /TrebuchetMS
    /TrebuchetMS-Bold
    /TrebuchetMS-Italic
    /Verdana
    /Verdana-Bold
    /Verdana-BoldItalic
    /Verdana-Italic
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 150
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 150
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects true
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 5.0 e versioni successive.)
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [612.000 792.000]
>> setpagedevice


